Maryland Energy

REPORT TO THE SENATE FINANCE COMMITTEE AND HOUSE
EcoNoMIC MATTERS COMMITTEE To DiIscuss WHETHER TO
MoDIFY EMPOWER MARYLAND TARGETS BEYOND 2015

The Maryland Energy Administration (MEA) is pleased to present this report to the Senate
Finance Committee and House Economic Matters Committee to discuss the future direction of
EmPOWER Maryland.

In 2008, the State passed the EmPOWER Maryland Energy Efficiency Act.' The current
legislation set targets for electric energy and demand reductions through 2015. Specifically, the
Act set a goal of a 15% reduction from a 2007 baseline in per capita electricity consumption and
peak demand by 2015.

The Act also directed MEA, in consultation with the Public Service Commission, to review the
anticipated achievement of the goals of EMPOWER Maryland, to determine whether electricity
consumption and peak demand reduction targets should be modified beyond 2015, and to
advise the legislature on the feasibility of setting energy savings targets for natural gas
companies.

This report details the steps that MEA has taken to perform these analyses and serves as the
fulfillment of our requirement to report to the Senate Finance Committee and House Economic
Matters Committee. We welcome the opportunity to address your Committees during the
2013 session to continue our discussion about EMPOWER Maryland.

Sincerely,

Abigail Ross Hopper Kevin Lucas

Acting Director Director, Energy Market Strategies
Maryland Energy Administration Maryland Energy Administration

' EmPOWER Maryland Energy Efficiency Act of 2008, 2008 Md. Laws Ch. 131
2 1d. at B(2)(1)-(11)
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EXECUTIVE SUMMARY

In 2008, the Maryland General Assembly passed the EMPOWER Maryland Energy Efficiency Act
(“the Act”).®> The legislation set a target reduction of 15% from a 2007 baseline for per capita
electricity consumption and peak demand by 2015. From its inception through September
2012, EmMPOWER Maryland has helped to fund measures that will reduce energy usage of
ratepayers by 2.0 million MWh per year, will reduce peak demand by over 1,000 MW, and will
save ratepayers $250 million annually in avoided electricity bills. These savings will continue for
years, saving ratepayers $3.7 billion over the useful life of currently installed measures.

While EmMPOWER'’s statutory authority and program reduction targets will continue beyond
2015, any revision to the reduction targets beyond 2015 will require legislative action. The Act
directed MEA, in consultation with the Public Service Commission (PSC), to review the
anticipated achievement of the goals of EMPOWER, determine whether electricity consumption
and peak demand reduction targets should be modified beyond 2015, and advise the legislature
on the feasibility of setting energy savings targets for natural gas companies.

To determine whether electricity and natural gas targets should be set beyond 2015, MEA has
worked with relevant stakeholders, including electric and gas utilities and suppliers, the
environmental advocacy community, and state agencies, to develop this report and its
recommendations. PSC Staff provided valuable insight and review during this process, but the
contents of this report should be viewed as MEA’s recommendations and may not represent
the consensus position of the Commission or PSC Staff.

Maryland has made excellent progress and has achieved real results through the EmMPOWER
programs to date. Ratepayers will save billions of dollars as a result of programs already
implemented and are positioned to save billions more in future savings. Credit is due to the
many players who helped to advance the original legislation, who worked to design and
implement the original programs, and who continue to push all parties forward.

Yet the programmatic progress to date, particularly in the electricity consumption programs,
has been aided both by tailwinds of the economic downturn and by mild weather. When (not
if) the economy accelerates its growth, when (not if) electricity and natural gas demand
increases, and when (not if) electricity and natural gas prices resume their historic upward
trajectory, Maryland will face anew the challenge of how to best meet our future energy needs.

After a thorough review of program performance to date, and based on feedback received
through our stakeholder review process, MEA concludes that electricity and natural gas goals
should be set beyond 2015. Further, MEA concludes that demand-side resources are the least-
cost, lowest-risk solution to meet the anticipated increase in energy demand, and that the State
should maximize the implementation of these resources as the first means of meeting our
increasing energy needs. We also note that these programs will by design bring economic
benefits to ratepayers and the State, will help create new jobs, and will assist in meeting the
emission reduction goals of the Greenhouse Gas Reduction Act.

MEA recommends additional investment in energy efficiency and conservation programs for
both electricity and natural gas and continued investment in demand response programs for
electricity. In this report, we have laid out a framework and a path forward that will provide

> EmPOWER Maryland Energy Efficiency Act of 2008, 2008 Md. Laws Ch. 131
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the necessary information to the 2014 General Assembly so that it can make an informed
decision on how to best set specific EMPOWER goals for electricity and natural gas usage and
electric peak demand beyond 2015.

MEA also proposes a number of major changes to the EmMPOWER programs that will leverage
the substantive work and experience that has been developed since 2009. These changes,
collectively referred to as EmPOWER 3.0, are intended to work together in a holistic manner
and should not be viewed as independently implementable. Rather, we expect substantial
synergies from a coordinated development, design, and deployment of new programs. The
changes proposed below will take time, effort, coordination, and cooperation to be prepared
for the 2014 legislative session and the 2015-2017 program implementation cycle.

The intent of EMPOWER 3.0 is to introduce an analytically rigorous set of procedures and
metrics that can be applied to demand response and energy efficiency and conservation
program design and implementation. The process starts through a collaborative effort to
determine how much energy and demand savings are available for a given level of investment
under a cost effectiveness test that analyzes the true benefits of avoiding the marginal unit of
energy supply. This action would be performed in a coordinated manner with direct input from
relevant stakeholders. Our plan is for this group to make a consolidated recommendation to
the 2014 General Assembly with achievable savings levels that will enable reasonable and
achievable reduction goals to be set beyond 2015.

MEA’s EmMPOWER 3.0 recommendations can be summarized as follows and are discussed in
more detail in the remainder of the report.

1. Determine the true lifetime value of saving a MWh of electric energy, a MW of
electric capacity, and an MMBTU of natural gas (the “avoided cost of supply”).

2. Define the parameters of the cost effectiveness test to be used when analyzing a
portfolio of programs.

3. Establish the EMPOWER Planning Group, comprised of state agencies including MEA
and the Public Service Commission, electric and gas suppliers and utilities, and other
public and private stakeholders, to collectively determine the quantity and cost of
achievable savings available in Maryland by fuel type and sector.

4, Set achievable EmMPOWER goals that specify minimum annual energy and demand
reduction while authorizing the Commission to approve programs up to the cost
effectiveness test threshold.

5. Implement programs through standardized offerings following industry best
practices to the greatest extent possible.

We look forward to discussing this report and its contents with your Committees.
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INTRODUCTION

In 2008, the Maryland General Assembly passed the EmMPOWER Maryland Energy Efficiency Act.
The legislation set a target reduction of 15% from a 2007 baseline in per capita electricity
consumption and peak demand by 2015. From its inception through September 2012,
EmPOWER Maryland has helped to fund measures that will reduce energy usage of ratepayers
by 2.0 million MWh per year, will reduce peak demand by over 1,000 MW, and will save
ratepayers $250 million annually in avoided electricity bills. These savings will continue for
years, saving ratepayers $3.7 billion over the useful life of currently existing measures.

Maryland’s utilities offer a diverse array of programs for residential, commercial, and industrial
energy efficiency. In addition, residential customers in 4 of the 5 participating utilities have the
option to enroll in residential demand response programs. Programs began in 2009, with a
second round of program planning and approvals in the fall of 2011. Updated and improved
programs have been rolling out throughout early 2012. Residential programs include appliance,
HVAC, and lighting rebates, Home Performance with ENERGY STAR, and Quick Home Energy
Checkups. For commercial and industrial customers, utilities offer lighting and equipment
rebates, retro-commissioning, and rebates for custom projects.

While EmMPOWER’s statutory authority and current targets will continue beyond 2015, any
modification of specific reduction targets beyond 2015 will require legislative action. As
mentioned above, the EmMPOWER Maryland Act specifically directs MEA, in consultation with
the PSC, to evaluate the modification of reductions targets:

SECTION 4. AND BE IT FURTHER ENACTED, That, on or before December 31, 2012, the Maryland
Energy Administration, in consultation with the Public Service Commission, shall:

(1) review the anticipated achievement of the goals specified under §7-211(b)(2) of the
Public Utility Companies Article as enacted by this Act for purposes of determining
whether electricity consumption and peak demand reduction targets should be set
beyond 2015; and

(2) after providing opportunity for public comment, report its findings, in accordance
with § 2-1246 of the State Government Article, to the Senate Finance Committee and
the House Economic Matters Committee.

SECTION 5. AND BE IT FURTHER ENACTED, That on or before December 31, 2012, the Maryland
Energy Administration, in consultation with the Public Service Commission, shall:

(1) study the feasibility of setting energy savings targets in 2015 and 2020 for natural
gas companies; and (2) after providing opportunity for public comment, report its
findings, in accordance with § 2-1246 of the State Government Article, to the Senate
Finance Committee and the House Economic Matters Committee.

To determine whether electricity and natural gas targets should be modified beyond 2015, MEA
has worked with relevant stakeholders, including electric and gas utilities and suppliers, the
environmental advocacy community, and state agencies, to develop this report and its
recommendations. As part of this process, MEA published several background documents and
hosted stakeholder meetings in the summer and fall of 2012. PSC Staff provided valuable
insight and review during this process, but the contents of this report should be viewed as
MEA’s recommendations and may not represent the consensus position of the Commission or
PSC Staff.
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The remainder of this report is divided into the following sections and appendices that provide
background and context to our ultimate recommendations:

Main Report
EmPOWER Progress to Date and “Business as Usual” Forecast

A discussion on the past performance of EmMPOWER programs, including a “business as usual”
forecast that projects program performance through 2020.

Best Practices for Energy Efficiency and Conservation Programs

This section provides a high level overview of best practices implemented in other states that
have achieved high program savings.

MEA Recommendations

This section discusses the ultimate recommendations of MEA.

Appendices
Potential Studies for Natural Gas, Combined Heat and Power, and Fuel Switching Programs

Summary of three reports detailing the potential savings in electricity and natural gas are
provided. The full reports are available on MEA’s website.*

Additional Discussion of Other States’ Energy Efficiency and Conservation Programs

This section provides a comparison of Maryland’s programs to those in other states, including a
discussion about approach, goals, funding, and program implementation.

Options for Extending EmMPOWER Goals Beyond 2015

Several options are discussed for each potential goal structure, including goal reduction
methods, elements of cost effectiveness, and other characteristics.

Initial Stakeholder Comments

MEA received written feedback from nearly a dozen entities after our kickoff meeting in June,
2012. This section summarizes their comments; the full documents are available on MEA’s
website.

Draft Report Stakeholder Comments

Stakeholders were invited to provide additional feedback on the options for extending
EmPOWER goals beyond 2015. Summaries are included here, with the full documents available
on MEA’s website.

* http://energy.maryland.gov/EmPOWER3/index.html
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EMPOWER MARYLAND PROGRESS TO DATE AND
“BUSINESS AS USUAL” FORECAST

Power versus Energy

The EmPOWER Maryland policy sets goals to reduce both the electric power needed to keep
the lights on (peak demand) and electric energy used over the course of a year (energy usage or
consumption). While power and energy are sometimes used interchangeably, they represent
two very different aspects of our electric system.

Peak demand is a measure of the maximum amount of power that is needed by the entire State
at one time, and typically occurs on hot summer days. If there is not enough power to meet the
demand on those days, blackouts or brownouts could result. Electric power, also called
capacity, is measured in watts, and is often found in multiples of 1,000 (kilowatt or kW) and
1,000,000 (megawatt or MW). As a reference point, a large shopping mall may require 10-15
MW of power during summer months. Other common measures of power are horsepower and
tons of refrigeration.

Energy is a measure of how much power is used over a certain time. Electric energy is
commonly measured in watt-hours, with 1,000 watt-hours (kilowatt-hour or kWh) and
1,000,000 watt-hours (megawatt-hour or MWh) used as common multiples. For example, an
oven that uses 4,000 watts or 4 kW of power and runs for two hour would use 8,000 watt-hours
or 8 kWh over that time. An average residential household uses about 1,000 kWh or 1 MWh
per month. Other common measures of energy are calories and British thermal units (BTUs).

Residential and small commercial ratepayers in Maryland are charged only for their electric
energy use, and utility rates in usually expressed in cents per kWh. Large commercial and
industrial customers are charged for both electric energy and power, with electric energy in
cents per kWh and for electric power in dollars per kW. For these customers, the charge for
power is sometimes called a “demand charge” or “standby charge” and is typically based on the
maximum amount of power needed in a month.

Residential and small commercial natural gas customers are charged for their energy use, with
bills often shown in dollars per therm.> Larger commercial and industrial natural gas customers
may pay a fixed distribution service charge for a maximum level of daily gas deliveries or they
can sign up for interruptible service which allows gas utilities to stop their natural gas supply
during high need or “design” days or when that customer’s gas supply has not been delivered
on the interstate pipeline system.6

In the context of EMPOWER, demand response (DR) programs are primarily designed to reduce
the amount of power needed, while energy efficiency and conservation (EEC) programs are
primarily designed to reduce the amount of energy consumed.” A common DR measure is an
air conditioner switch that enables utilities to reduce or shut off a volunteer customer’s air
conditioner for a limited time on hot days. By reducing or shutting off hundreds or thousands

> Atherm is equivalent to 100,000 BTU or 0.1 MMBTU

® Most larger non-residential customers contract for their gas supply with licensed retail gas suppliers who are also
responsible for arranging transportation on the interstate pipeline system.

’” While DR measures also reduce energy usage, and EEC measures also reduce demand, those are important but
secondary effects.
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of air conditioners at the same time, utilities can reduce their power needs by hundreds of
MWs when the power grid is under stress. Common EEC measures are HVAC duct sealing and
additional insulation, both of which reduce the amount of energy it takes to heat or cool a
house. Over the course of a year, hundreds or thousands of kWh of electric energy and therms
of natural gas energy can be saved by preventing the loss of hot or cool air.

Current EMPOWER Program Targets and the Business As Usual Forecast

This remainder of this section discusses the progress of EmPOWER DR and EEC programs to
date, and forecasts program performance through 2020 under a specific set of assumptions.
The reductions are presented in relation to the “business as usual” (BAU) forecast that was
developed by the PSC using utility and PJM® data. It estimates what energy usage and peak
demand would be absent any particular policy. That is, if the State did nothing to try to reduce
its energy usage, the BAU forecast is a best guess of future energy demand based on economic
and population trends.

In setting the goals for each electric distribution company® (EDC), the Commission calculated
the projected difference between the EmMPOWER reduction goal and the BAU forecast. The
BAU forecast was updated in 2011 to account for the economic downturn and to reflect
updated population figures from the Maryland Department of Planning. The following chart
aggregates the current targets for DR and EEC programs.

Summary of Current EmMPOWER Policy and 2015 BAU Forecast

Usage Peak Demand
Total Per Capita Total Per Capita
(MWh) (MWh) (MWwW) (kW)
2007 Actual 69,649,617 12.38 14,387 2.55
2015 Forecast 72,852,242 12.06 15,269 2.53
2015 EmPOWER Target 63,599,143 10.52 13,134 2.17
Reductions Needed from BAU 9,253,099 1.54 2,135 0.36

Table 1 - Current EMPOWER Policy and 2015 BAU Forecast

These aggregate targets are allocated to each EDC based on their own population and BAU
forecasts. In the current EmMPOWER planning process, the Commission has interpreted the
language in the Act that EDCs must design EEC programs to achieve “at least 5% by the end of
2011 and 10% at the end of 2015” to set the EDC EEC targets at 10% rather than 15%. In this
report, all figures will be relative to the full 15% reduction targets for DR and EEC programs.

Demand Response Programs Progress to Date

EmPOWER Maryland DR programs have been very successful since their inception. Through
September 2012, EDCs have developed approximately 1,035 MW of DR capability,’® which is

8 pIM Interconnection, Inc., is the regional transmission operator for 13 states and the District of Columbia. It also
administers the energy and demand markets in which Maryland participates.

? Electric distribution companies, commonly referred to as electric utilities, are the entity responsible for delivery
electricity to end users. In Maryland, there are four major investor-owned utilities (BGE, Pepco, Delmarva Power
and Light, and Potomac Edison) and nine coops or municipal utility providers.

1% pata taken from utility filings with the PSC on their EmMPOWER 2012-2014 program proposals.
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the equivalent power output capacity of a large coal power plant. Some of this capacity has
cleared the PJM capacity market auction and, as a result, Maryland will receive over $221
million in payments between 2009 and 2014 that will reduce the EmPOWER customer
surcharge. Based on PSC filings in Fall 2011, proposed DR programs will actually exceed the
EmPOWER Maryland 2015 target of a 15% reduction in per capita demand.

Figure 1 shows a “top-down” measurement of the progress to date and the projected results
through 2015, consistent with the way the Act currently specifies the targets. The top down
approach looks at actual results from 2007 to 2011, and projects the impacts that programs
planned for 2012 to 2015 will have on the annual peak demand. In this calculation, the yearly
peak demand — that is, the most power that the State needed to meet its load at any given
point in the year — is divided by the projected population in the manner prescribed by the Act.
This calculation is weather normalized to adjust for hotter than normal or cooler than normal
summers.

As seen in Figure 1, the currently planned utility programs in aggregate are expected to exceed
the 15% per capita reduction from the 2007 baseline. However, this approach is heavily
dependent on non-programmatic factors such as general economic output. As an example, the
2011 revisions to the EmMPOWER targets reduced the 2015 peak demand forecast from 15,870
MW to 15,269 MW, largely based on new economic forecasts that incorporated the Great
Recession impact. While the forecast was only reduced by 3.8%, it lowered the EmMPOWER
reduction targets by over 20%. If the economy were to remain unexpectedly sluggish, or
accelerate faster than currently anticipated, the 2015 target could swing in either direction.

Per Capita Peak Demand
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Figure 1 - Top-Down DR Progress

Figure 2 depicts a “bottom-up” calculation from the 2007 to 2020 time period to project the
actual achieved DR savings, projected DR savings based on already-approved programs, and
forecasted DR savings based upon program continuation assumptions. This method differs
from the top-down approach in that it depicts the actual energy savings attributable to the
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program rather than a measure of peak demand reduction, some of which may be attributable
to the program and some of which may be attributable to other reasons, such as the downturn
in the economy.

In the following chart, data from 2007 to 2015 were derived from MEA and EDC filings with the
PSC. Data through 2011 were verified through evaluation, measurement, and verification
(EMV) procedures at each EDC. Data from 2012 to 2015 were based on EDC forecasts for their
proposed programs. EDC data were augmented by MEA program results that were run in-
house before wider utility roll out. Reductions are relative to the BAU forecast for peak
demand growth.

Estimates for future savings were projected by assuming that program effectiveness continues
at 50% of the 2015 levels from 2016 to 2020. Two critical factors are embedded in this
assumption: first, that continued participation in existing programs or new programs will be
able to deliver incremental DR savings in a cost effective manner; second, that existing
participants continue in the DR programs until 2020 and beyond. To the extent that these two
assumptions fall short, it will likely mean that further decreasing peak demand after 2015 will
either be more expensive, more difficult, or both.
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EmPOWER - Demand Response Programs
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A Note about the Embedded Assumptions

It should be noted that MEA is not recommending setting a particular reduction goal for a
particular year. As explained later in the Recommendation section, we propose determining
the achievable cost-effective savings through a comprehensive, analytically rigorous
stakeholder process. It may turn out that the cost-effective DR and EEC savings are higher or
lower than those presented here. Notwithstanding that possibility, it is still informative to see
how the current trajectory of program savings evolved over time.

It is also important to revisit the embedded assumptions of this forecast that demand response
programs would continue to achieve reductions beyond 2015 at 50% of the 2015 rate. There
are a number of challenges that would be involved in reducing demand by nearly 250 MW for
multiple years between 2015 and 2020. By that time, the “low hanging fruit” may have been
picked. PJM could change the rules on how DR resources are sold into their market, which may
affect the financial incentives available to these resources.!’ Electric vehicle sales could
increase without corresponding technology or price signals to prevent charging during the day.
All of these scenarios would make it more difficult to sustain the level of demand reduction
seen in recent years.

On the other hand, new innovations in dynamic pricing that enable customers to adjust their
energy consumption based on market-based prices may incent customers to more closely
monitor their energy consumption behavior. Smart grid deployments could lead to new ways
to shift demand away from peak hours to other times of day. Improvements in buildings and
appliance performance due to more stringent building codes and efficiency standards will be
realized as assets turn over. If a substantial portion of the Renewable Portfolio Standard is met
with behind-the-meter distributed generation, hundreds of MW of capacity may be available to
help offset demand on sunny days.

On balance, and given the substantial demand reduction already achieved through relatively
inexpensive direct load control programs, we assume for the sake of discussion that demand
reduction programs would be able to achieve approximately 50% of the performance of recent
fully funded years. The actual amount that will be achievable will depend on the specific
parameters that are adopted in future EMPOWER planning procedures.

As seen in Figure 2 above, these assumptions result in DR programs that are expected to exceed
the 2013 and 2015 targets. The 2011 target has already been exceeded. DR programs as
currently proposed will result in a forecasted 16.4% reduction over the 2007 baseline per capita
demand by 2015. Extrapolating 50% of the 2015 performance forward would result in a
reduction of more than 3,500 MW from the original forecasted peak demand and a
corresponding 23.3% reduction in per capita demand. If this forecast is realized, Maryland’s
2020 demand would be 13,509 MW compared to the 2007 demand of 14,387 Mw.*?

n Currently, DR resources can bid into an auction run by PJM and, if they clear the auction, receive payments for
their participation. These DR rules have changed in the past and could change in the future in ways that may affect
the size of the payments. If payments available to DR resources decrease, this could affect market participation.
> The MW reduction is lower than the 23.3% per capita reduction due to population growth from 2007 to 2020.
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Energy Efficiency and Conservation Programs Progress to Date

While the DR programs have been very successful, the EEC programs have faced more
challenges. Part of this discrepancy may be due to the difference in value of demand and
energy reducing programs in the PJM market, as well as the fact that DR programs tend to have
low or no out-of-pocket costs.

To date, energy reduction programs have fallen short of the target. Figure 3 shows the “top-
down” approach for EEC programs consistent with how the statute defines the goal. From this
view, it appears that progress to date has been in line with expectations. However, the top-
down results can be heavily influenced by non-programmatic factors such as economic output
and weather.

Importantly, while the DR goal is weather normalized per the Act, the EEC goal is not. As a
result, the EEC results are impacted by both economic factors and weather factors. Cool
summers and warm winters will impact the EEC results, but not the DR results. In fact, the
apparent reduction relative to the EmMPOWER goal from 2007 to 2009 was largely due to
weather and economic factors more so than verifiable program results. The warm winter of
2012 and the reduced output of Sparrow’s Point will likely skew 2012 results lower. Even with
these recent downward pressures on energy use, it is clear from this view that the projected
programs increasingly will fall behind the target line from 2013 to 2015.
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Figure 3 - Top-Down EEC Progress

The same set of assumptions from the bottom-up DR graph in Figure 2 was used to generate
the following bottom-up EEC progress graph in Figure 4. Because this graph is only showing
program results, rather than a final sales figure, external factors such as weather and economic
output are removed. Here, a specific reduction goal for each year is shown along with actual
program results against the target.
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EmPOWER Maryland Progress to Date and BAU Forecast January 2013

While the top down graph showed good progress through 2011, the bottom-up approach
shows programs were quite short of the goal.”> The 2011 bottom-up savings are less than two
thirds of the reduction target, at 3.0% vs. 5.0%. 2015 results are projected to trail by a similar
margin, 8.3% vs. 15.0%. Even if programs are continued at the full 2015 funding levels and
performance results, the forecasted EEC achievement in 2020 per capita energy usage would be
13.7% below a 2007 baseline. Projections based on current program performance show that
the 2015 reduction target will not be met by 2020.

2 The two graphs can be reconciled by attributing much of the 2007-2011 performance against the EmPOWER
target to weather and economic impacts.
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Figure 4 - Bottom-Up EEC Progress
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EmPOWER Maryland Progress to Date and BAU Forecast January 2013

The following chart blends the “top-down” data with the “bottom-up” data and attempts to
isolate the impact of non-programmatic factors such as the economy and weather. In this view,
the reductions attributable to actual programs are shown in red, while reductions attributable
to other factors such as the weather and the economy are shown in green. Although program
reductions begin to accelerate in 2011, they are projected to fall well short of the 2015 targets
even after being influenced by the economic downturn.
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Figure 5 - Top-Down/Bottom-Up Energy Reduction

Annual Reductions Required for Certain Targets

Figure 6 moves away from actual program results and focuses on the percentage reduction that
would be needed to achieve certain per capita reduction goals. This figure is for illustrative
purposes only as substantial study is needed to determine a reliable estimate of the achievable
level of savings.

As seen below, based on results through 2011, an annual, compounded reduction of 2.28% per
year from the BAU forecast would be required to hit the 15% reduction goal in 2015. If the
2.28% rate of reduction from 2012 were continued to 2020, the per capita consumption would
be roughly 25% lower than the 2007 baseline. This corresponds to an actual consumption of
58,211 GWh in 2020, compared to a 2007 consumption of 69,649 GWh and a 2020 BAU
forecast of 74,928 GWh.

Two other data points are included in the graph, showing the results of a 0.50% and 1.50%
annual reduction from the 2011 starting point. For the 0.50% annual reduction, energy use
would stay relatively flat on an absolute basis (effectively offsetting population growth) while
dropping nearly 10% on a per capita basis; a 1.50% annual reduction would bring per capita
consumption about 18% below the 2007 baseline.
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BEST PRACTICES FOR ENERGY EFFICIENCY AND
CONSERVATION PROGRAMS

MEA examined the program portfolios of states with very successful energy efficiency programs
and found only subtle differences in energy efficiency program offerings. The suite of EEC and
DR programs administered by Maryland’s utilities is largely consistent with the best practices of
states with very successful energy efficiency programs. However, differences exist in the
overall structure of the program framework and within the details of individual programs.

A June 2011 report from the American Council for an Energy-Efficient Economy (ACEEE) entitled
“Energy Efficiency Resource Standards: A Progress Report on State Experience”** identified key
strategies of very successful states to achieve high savings. These strategies were assembled
from in-depth interviews with seasoned energy practitioners from all the major energy
efficiency programs around the country, and only the most significant strategies were included
in the ACEEE report:

e Increasing program funding, considered a fundamental requirement in order to achieve
greatly enhanced savings impacts.

e Identifying and prioritizing targeted technologies and end uses, especially those that
contribute significant energy savings.

e Developing programs capable of delivering “deep” savings first, and then seeking
“broad” participation, meaning programs are designed to capture the most possible
savings per customer. This generally means customers must enact more measures, with
greater incremental gains, to achieve deep savings.

e Creating programs for new and emerging technologies, including conservation voltage
reduction and combined heat and power.

e Extending portfolios with programs to reach new and under-served markets, including
multifamily buildings.

e Taking on innovative advertising and promotional channels and increasing incentives to
raise customer participation.

Many successful states have been operating energy efficiency programs in some form for 20 or
more years, and program administrators understand what works. Residents and businesses in
these states are familiar with the concept of energy efficiency thanks to years of program
marketing, feedback, and evaluation. In contrast, Maryland went through a period of time
when no efficiency programs were administered by the utilities, and the State essentially
started from scratch in 2008. Although program experience and maturity only happen over
time, Maryland must take action to create a climate for a dramatically expanded set of energy
efficiency efforts that result in significant energy saving.

According to t